CITY OF NEWPORT-UTILITIES DIVISION - WATER DEPARTMENT
Docket No. 3818

Response to

Division of Public Utilities & Carriers’ Data Requests

Set 1

Div. 1-1: Please provide/identify the amount spent on each of the following items in FY
2003, FY 2004 and FY 2005:

Response: Please note the amounts, below:

Ques.1- Account Name

A Injury Pay

B Legal Advertisements

C Conferences & Training

D Tuition Reimbursement

E Reservoir Maint-Island (-02212
Reservoir Maint-Mainland
(02213)

F Mileage Reimbursement

G Mains Maintenance

H Service Maintenance

I Meter Maintenance

J Uniforms & Protective Gear

K Office Supplies

L Customer Service Supplies

M Unemployment Claims

Self Insurance

Acct #

056

207

212

214

277

277

268

295

296

299

320

361

380

563

561

2003 2004 2005
3,066.21 2,446.53 -
1,048.16 116.55 455.00
3,178.35 7,969.71 9,713.56
415.00 - -
14,485.31 4,394.28 18,804.90
3,383.00 96.21 -
1,752.32 1,041.93 146.37
40,394.05 54,499.76 188,313.51
15,201.45 19,966.76 10,396.45
18,234.39 911.37 -

- 3,627.92 3,545.07
7,922.95 15,396.23 19,242.46

- 1,949.00 696.95
12,500.00 - -



CITY OF NEWPORT- UTILITIES DIVISION - WATER DEPARTMENT
Docket No. 3818
Response to
Division of Public Utilities & Carriers’ Data Requests
Setl

Allowance for Doubtful
(@] Accounts 999

Prepared by: Helen de St. Jorre



CITY OF NEWPORT- UTILITIES DIVISION - WATER DEPARTMENT
Docket No. 3818
Response to
Division of Public Utilities & Carriers’ Data Requests
Setl

Div. 1-2: Please itemize the amount incurred for meter maintenance (line item 299) in
each month of 2006 and 2007:

Response: The amounts, below, were incurred for meter maintenance for each month of
2006 and 2007:

FY 2006

July 2005 -
Aug 2005 -
Sept 2005 -
Oct 2005 -
Nov 2005 -
Dec 2005 -
Jan 2006 -
Feb 2006 2,313.00
March -
April -
May -
June -

FY 2007

July 2006 -

Aug 2006 -

Sept 2006 -

Oct 2006 398.90
Nov 2006 198.00
Dec 2006 -

Jan 2006 5,549.88
Feb 2006 -

Prepared by: Helen de St. Jorre



CITY OF NEWPORT- UTILITIES DIVISION - WATER DEPARTMENT
Docket No. 3818
Response to
Division of Public Utilities & Carriers’ Data Requests
Setl

Div. 1-3: Please provide a copy of the audit report referred to on page 16 of Ms. Forgue’s
testimony at lines 18-20.

Response: Please see the attached Comprehensive Annual Financial Report of the City
of Newport, Rhode Island for the year ended June 30, 2006.

Prepared by: Helen de St. Jorre



EXHIBIT M
CITY OF NEWPORT, RHODFE ISLAND

NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Newport, Rhode Island (the City) have been prepared in conformity
with accounting principles generally accepted in the United States as applicable to governmental entities.
In certain circumstances, summaries of the City’s significant accounting policies have been presented
throughout the notes to the basic financial statements in conjunction with other disclosures to which they
relate.

A,

Reporting Entity

The City was founded in 1639, incorporated under the laws of the State of Rhode Island in 1784 and
re-chartered in 1853. The City is governed by a home rule charter which provides for a Council/City
Manager form of government. Legislative authority is vested in a seven-member City Council, of
which four are elected at large and three from voting wards. The Mayor is chosen by council members
from among its four at-large members. A seven-member School committee, all elected at large, is
vested with autonomous legislative authority over the public school system. Members of both the City
Council and School Committee are elected to non-partisan biennial terms.

The City Manager is appointed by the Council and serves as the chief executive officer over all
municipal services excepting those performed by the Solicitor, Canvassing Authority, and municipal
judges, each of whom is appointed by and reports directly to the Council. Municipal services include
public safety; potable water and wastewater collection, treatment and distribution; solid waste
collection and disposal; street and sidewalk maintenance and operations which support economic and
residential development, open space preservation and State law and City code enforcement.

The Superintendent of Schools, appointed by the School Committee, is the chief executive officer for
the school system. The school system provides clementary and primary education to City residents
and vocational programs to other Newport County residents.

The accompanying financial statements present the government and its component units. In
evaluating the inclusion of other separate and distinet legal entities as component units within its
financial reporting structure, the City applied the criteria prescribed by Governmental Accounting
Standards Board (GASB) Statement No. 14, as amended by GASB Statement No. 39, “Determining
Whether Certain Organizations are Component Units.” A component unit is a legally separate
organization for which the elected officials of the primary government are financially accountable or
for which the nature and significance of its relationship with the primary government is such that
exclusion would cause the reporting entity’s financial statements to be misleading or incomplete.
Each discretely presented component unit is reported in a separate column in the government-wide
financial statements to emphasize that it is legally separate from the City.

Discretely Presented Component Units

Newport Public Library

Incorporated under Rhode Island law in 1869, the Newport Public Library (the Library) provides free
educational and reference resources to residents of the City as well as other patrons. The Library is
governed by a Board of Trustees, which must be composed of at least nine and no more than fificen
members, one of whom is a member of the City Council. Operations of the Library are primarily
financed through an appropriation from the City's General Fund. Complete financial statements for the
Library may be obtained from its business office on 300 Spring Street, Newport, RI 02840.
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

L

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A,

Reporting Entity (Continued)
Discretely Presented Component Units (Continued)

Redevelopment Agency of Newport

The Redevelopment Agency (the Agency) was created and organized as a legally separate public body
under the Rhode Island Community Redevelopment Act of 1949 pursuant to the Housing Act of 1949,
which charged it with fostering public and private rehabilitation and redevelopment projects in
blighted areas within the City. The Agency is governed by its five members who are appointed by the
City Council. Officers are elected from among these members, Furthermore, the City exerts
significant control over its functions since the Agency is empowered to act in areas only after
appropriate designation by the Council. Separate financial statements for the Agency are not issued.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the primary government and its
component units. For the most part, the effect of interfund activity has been removed from these
statements. Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, which rely to a significant extent on
fees and charges for support. Likewise, the primary government is reported separately from certain
legally separate component units for which the primary government is financially accountable.

The statement of activitics demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are cleatly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from the government-wide financial statements. Major
individual governmental funds and major enterprise funds are reported in separate columns in the fund
financial statements.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurcment
focus and the accrual basis of accounting, as arc the proprietary fund and fiduciary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in
the year for which they are levied. Grants and similar items are recognized as revenue as soon as ail
eligibility requirements imposed by the provider have been met.
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

L

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C.

Measurement Focus. Basis of Accounting and Financial Statement Presentation (Continued)

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Agency Funds have no
measurement focus but are accounted for using the modified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and available. Revenues are considered to be
available when they are collectible within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the City considers revenues to be available if they
are collected within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under. accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences and claims and judgments, are
recorded only when payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current period.
All other revenue items are considered to be measurable and available only when cash is received by
the City.

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund. It accounts for all financial resources of
the general government, except those required to be accounted for in another fund.

The School Unrestricted Fund, a special revenue fund, is the school’s primary operating fund.
This is a special revenue fund because the revenue sources are legally restricted to educational
expenditures. It accounts for all financial resources of the school, other than those specifically
restricted by the provider for certain uses.

The Community Development Block Grant Fund (CDBG fund) is a special revenue fund, whereby
the City receives federal funding to promote specific types of community and economic
development. Funds can only be spent in accordance with a legally binding grant agreement,

The Capital Projects Fund accounts for the acquisition of fixed assets or construction of major
capital projects other than those financed by proprietary funds.

The City reports the following major proprietary funds:

The Water Fund records the costs of collection and treatment of raw water and the distribution of
potable water for user consumption and fire protection. The City’s water system directly serves
retail users throughout Newport and in parts of two neighboring towns. The water fund also
provides water to the United States Naval Base and customers of a neighboring water and fire
district through wholesale contracts. Costs of servicing the users are recovered through both fixed
and commodity charges under tariffs regulated by the Rhode Island Public Utilities Commission.

The Water Pollution Control Fund records the costs of collection and treatment of wastewater, the
extraction and treatment of sludge and the discharge of treated effluent. These costs are recovered
from the retail customers through rates assessed on their metered water charges and from
coniractual agreements with the United States Naval Base and a neighboring town.
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EXHIBII M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

L

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C.

Measurement Focus, Basis of Accounting and Financial Statement Presentation (Continued)

Additionally, the City reports the following fund types:

Special Revenue Funds account for revenue sources that are legally restricted to expenditures for
specific purposes.

The Debt Service Fund accounts for resources accumulated and payments made for principal and
interest on a qualified zone (QZAB) bond, the proceeds of which were used to help finance the
construction and renovation of Thompson Middle School.

The Internal Service Fund, a proprietary type fund, is used to account for fleet management
services provided to other departments of the government on a cost reimbursement basis.

The Enterprise Funds are used to account for those operations that are financed and operated in a
manner similar to private business, primarily through user charges.

The Private-Purpose Trust Fund is used to account for resources legally held in trust for use by
outside individuals, trusts or organizations to provide awards and scholarships in accordance with
a donor’s specific instructions or criteria.

The Permanent Funds are used to account for resources legally held in trust for specific functions,
nomally provided by governments. In most cases, only the earnings on the principal can be
spent.

The Pension Trust Fund accounts for the activities of the Police Retirement Fund and the Fire
Retirement Fund, which accumulate resources for pension benefits to qualified police and fire
employees.

The OPEB Trust Fund accumulates resources for future retiree health benefits and retiree life
insurance benefits for eligible teachers and police retirees.

The Agency Funds are custodial in nature and do not present results of operations or have a
measurement focus. Agency funds include student activity funds and two community groups that
exist for purposes normally provided by the City.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in both the government-wide and enterprise fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the GASB. Governments
also have the option of following subsequent private-sector guidance for their business-type activities
and enterprise funds, subject to this same limitation. The City has elected not to foliow subsequent
private-sector guidance.

As a general rule the effect of interfund activity has been eliminated from the govermment-wide
financial statements. Exceptions to this general rule include fees for services provided by one fund to
another fund, annual lease payments for vehicles paid to the capital projects fund, and other charges
between the City’s water and water pollution control (sewer) function and various other functions of
the City. Elimination of these charges would distort the direct costs and program revenues reported
for the various functions concerned.
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

A

SUMMARY OF SIGNIFICANT ACCOUNTING PQLICIES (CONTINUED)

C.

D.

Measurement Focus, Basis of Accounting and Financial Statement Presentation (Continued)

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions. Internally dedicated resources are reported as general revenues rather than as program
revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues
of the water fund, the water pollution control fund, the parking fund, the beach fund, and the City’s
internal service fund are charges to customers for sales and services. Operating expenses for the
proprietary funds include the cost of sales and services, administrative expenses and depreciation on
capital assets. All revenues and expenses not meecting this definition are reported as nonoperating
revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use
restricted resources first, then unrestricted resources as they are needed.

Assets, Liabilities and Net Assets or Equity

1. Deposits and Investments

The City’s cash and cash equivalents are considered to be cash on hand, demand deposits, and
short-term investments with original maturities of three months or less from the date of
acquisition.

The City's deposits are subject to certain State and municipal restrictions. Under Rhode Island
general laws, depository institutions must insure deposits of the City or pledge eligible collateral
equal to 100% of deposits maturing in greater than 60 days. Any institution not meeting certain
federally prescribed minimum capital standards must insure deposits or provide coilateral
regardless of maturities, The City Council has further enacted restrictions which essentially limit
short-term investments to U.S. Treasuries or debt instruments issued by agencies of the U.S.
Government or certificates of deposit less than or equal to the amount covered by FDIC or FSLIC.
Maturities of these instruments are required to be matched to any underlying liabilities,

Investments

Investments of the City, as well as its component units, are reported at fair value. The City
accounts for the carrying value of investments by utilizing the specific identification method. Fair
value is determined by the last reported bid price on the last business day of the year. The City
participates in a cooperative investment pool that operates in accordance with appropriate state
laws and regulations., The reported value of the pool is the same as the fair value of the pool
shares.

The City Council restricts both the type and maturity of instruments in which City assets, other
than those of fiduciary funds and deferred compensation plans, may be invested. Acceptable
investments include certificates of deposit, debt instruments issued by the U.S. Treasury and
agencies of the Federal government, or high grade municipal securities. Maturities must be
matched to meet the underlying obligations for which invested proceeds were collected. The
authority for investing fiduciary assets is vested with a commission appointed by and accountable
to the City Council.
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

L

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

b.

Assefs. Liabilities and Net Assets or Eqguity (Continued)

2.

3.

4.

Receivables and Payables
a. Inpterfunds

Activity between funds that is representative of lending/borrowing arrangements outstanding
at the end of the fiscal year is referred to as either “due to/from other funds™ or “advances
to/from other funds.” All other outstanding balances between funds are reported as “due
to/from other funds.” Any residual balances outstanding between the governmental activities
and business-type activities are reported in the government-wide financial statements as
“infernal balances.”

b. Property Taxes and Other Receivables

All property tax receivables, user fees reccivables and notes receivable are shown net of an
allowance for uncollectibles. The property tax receivable allowance at June 30, 2006, is equal
to 64% of outstanding property taxes. Other allowances vary depending on the nature of the
receivable and the history of collections.

Taxes are levied ecach July 1 on (a) the full and fair value of real and tangible personal
property owned within the City the previous December 31; and (b) the value, as determined
by the Rhode Island Vehicle Valuation Commission, of vehicles registered within the City the
previous calendar year, prorated for the actual number of days so registered. Taxes are levied
for the year commencing on that date, payable in equal quarterly installments on the ﬁﬁh days
of August, November, February and May. Taxes are considered overdue on the 6" day of
each quarter and are assessed penalties and will be collected through the sale of tax titles if
required. The City has a tax lien on the property as a matter of law on the date the roll is
certified, which is December 31 of the previous year.

Rhode Island general laws restrict the City's ability to increase either its total fax levy or its
tax rates by more than 5.5% over those of the preceding year.

Inventories and Prepaid Hems

All inventories are valued at cost using the first-in, first-out (FIFO) method of valuation.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded
as prepaid items in both the government-wide and fund financial statements.

Restricted Assets

Certain proceeds of the water pollution control fund’s revenue bonds are classified as restricted
assets on the statement of net assets because they are maintained in separate escrow accounts
maintained by trustees in accordance with the bond covenants. These include a debt service
reserve and capitalized interest.

The water fund has classified cash on the balance sheet as restricted since, by order of the Rhode
Island Public Utilities Commission, it may only be used for debt service, capital, electricity,
certain specified retiree/new hire benefits, repayment of a loan to the general fund or chemical
expenditures.

Endowment funds held by the city for various purposes are restricted to expenditure of the
investment incotne only for the purposes designated by the various donors.
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

I SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D.

Assets, Liabilities and Net Assets ox Equity (Continued)

5

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks and similar items), are reported in the applicable governmental or business-
type activities columns in the government-wide financial statements. Capital assets are defined by
the City as machinery and equipment with an initial, individual cost of more than $10,000, land or
building improvements of more than $20,000 and infrastructure of more than $25,000, and an
estimated useful life in excess of two years. Such assets are recorded at historical cost or
estimated historical cost. Donated capital assets are recorded at estimated fair market vahie at the
date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities is
included as part of the capitalized value of the assets constructed.

The value of both governmental and business-type activities infrastructure is fully reported and
depreciated as applicable.

Property, plant and equipment of the City, as well as the component units, are depreciated using
the straight-line method over the following estimated useful lives:

Assets Years
Buildings 40-125
Building improvements 20-40
Water & Sewer improvements 20-50
Water & Sewer infrastructure 50 -100
Infrastructure 75
Equipment and other capital assets 6-30

Compensated Absences

City and school employees are allowed under various labor agreements and by City ordinance to
accumulate earned but unused vacation and sick leave. The City reports a liability based on the
various provisions as follows:

¢ Supervisory (Nonunion); Supervisory (NEA); AFSCME-City; Fire employees:
maximum sick leave accrual is 960 hours
maximum sick leave payout is 65% up to $7,500 - $25,000 if 10 years service
maximum vacation accrual and payout is 200-300 hours

e Police:
maximum vacation accrual and payout is 400 hours
sick leave payout of 65% of accumulated leave up to 2,000 hours and 45% over 2,000
hours
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

I

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Assets, Liabilities, and Net Assets or Equity (Continued)

6. Compensated Absences (Continued)

8.

s Teachers:
sick leave payout of 25% of number of days in excess of 50 and up to a maximum of 165

¢ AFSCME — School:
maximum vacation accrual of 40 days; all accumulated payable upon separation
maximum sick leave accrual of 225 days; payout 30% of days greater than 60 and less
than 123

All vacation and sick leave pay is accrued when incurred in the government-wide and proprietary
fund financial statements. The current portion of the leave is determined based on historical and
current usage. The current and non-current portion is recorded in the government-wide financial
statements. The entire amount is reported as current in the proprietary fund financial statements.

Long-Term Qbligations

In the government-wide and proprietary fund financial statements, long-term debt and other long-
term obligations are reported as liabilities in the applicable governmental or business-type
activities. Bond premiums and discounts, as well as issuance costs, are deferred and amortized
over the life of the bonds using the effective interest method. Bonds payable are reported net of
the applicable bond premium or discount. Bond issuance costs are reported as deferred charges
and amortized over the term of the related debit.

In the governmental fund financial statements, bond premiums and discounts, as well as bond
issuance costs, are recognized during the current period. The face amount of debt issued is
reported as other financing sources. Premiums paid on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds received,
are reported as debt service expenditures.

In the fund financial statements, expenditures for judgments and claims are recorded on the basis
of settlements reached or judgments entered within the current fiscal year. In the government-
wide financial statements, the estimated liability for all judgments and claims is recorded as a
liability.

Fund Equity and Net Assets

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use
for a specific purpose. Reserved fund balances in the governmental funds balance sheet are
reserved for encumbrances. Designations of fund balance represent tentative management plans
that are subject to change.

Comparative Data/Reclassifications

Certain amounts presented in the prior year data have been reclassified in order to be consistent
with the current year's presentation.
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EXHIBITM
CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

II. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

Explanation of certain differences between the governmental fund balance sheet and the
government-wide statement of net assets

The governmental funds balance sheet includes a reconciliation between fund balance - total governmental
Jfunds and net assets - governmental activities as reported in the government-wide statement of net assets.
One element of that reconciliation explains that “long-term liabilities, including bonds payable, are not due
and payable in the current period and therefore are not reported in the funds.” The details of this difference
are as follows:

Bonds payable $20,621,283
Claims and judgments 1,004,374
Compensated absences 7,317,629
Net pension benefit obligation 5,091,759
Net other post-employment benefit obligation 4,235,568
Accrued interest payable 286,836

Net adjustment for long-term liabilities not due and payable in the

current period $38,557,449

Other long-term assets are not available to pay for current period expenditures and therefore are deferred in
the funds

Net pension asset $ 5,609,772
Deferred property taxes 6,891,851
Allowance for doubtful accounts (5,683,086)
Property tax interest accrual 2,618,161
Net adjustment for long-term assets not available in the current period $ 9,436,698

Another element of the reconciliation explains that “Capital assets used in governmental activities are not
financial resources and therefore are not reported in the funds.” The details of this difference are as

follows:

Capital assets as of July 1, 2005, net of accumulated depreciation $60,837,980
Capital assets of internal service funds account for in the

Net assets adjustment for internal service funds (56,065)
Current year capital outlay 5,067,402
Disposition of assets (119,456)
Depreciation expense (2,092,190}
Net adjustment for capital assets $63,637,671
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

III. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A,

B.

Budgets and Budgetary Accounting

A budget is adopted for the General and School Unrestricted Funds on the modified accrual basis with
the exception that encumbrances are treated as budgeted expenditures in the year of the commitment
to purchase.

In accordance with the City Charter, the City Manager must present to the Council a recommended
annual budget for the operations of all municipal departments no later than 45 days prior to the
commencement of each fiscal year. The recommended budget must include an appropriation to fund
mandated contractual obligations in excess of school anticipated revenues. The Council may amend
recommended municipal appropriations but not those of the school. The budget must be adopted by
ordinance by the last Council meeting prior to the new fiscal year.

e Budgets are adopted on a legally enacted budgetary basis, which differs from generally
accepted accounting principles (GAAP) in that budgetary expenditures for goods and non-
employment services are recognized when legally binding orders referred to as encumbrances
are placed.

¢ In addition to limits enforced by the budget ordinance, the City Charter further restricts the
incurrence of municipal expenditures or expenses to budgeted revenues at the fund level. The
City Manager must periodically review revenues and reduce annual appropriations
sufficiently to cover any shortfalls in budgeted revenues.

e Costs of operations for all departments established within the City Charter must be
appropriated through an annual budget ordinance. These departments are presented within the
General Fund and the School Unrestricted Fund. -

»  Municipal budgetary control is legally enforced at the department level.

e Appropriation transfers between departments require approval by five of the seven-member
Council. Other appropriation increases require both the establishment of a funding source and
passage of a budget amendment ordinance.

o Intra-departmental transfers of municipal appropriations may be made with the approval of
the City Manager.

e Unencumbered and unexpended appropriations lapse at fiscal year-end. School budgetary
control is legally enforced only at the unrestricted fund level; inter-departmental transfers may
be made without School Committee approval.

Budgetary-GAAP Reporting Reconciliation

The General Fund Statement of Revenues, Expenditures and Changes in Fund Balance - Budget and
Actual (Budgetary Basis) in the financial statements presents comparisons of the legally adopted
budget with actual data on a budgetary basis. The budgetary basis differs from GAAP because the
budgetary basis includes encumbrances that are not recognized under GAAP.
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

11, STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTINUED)

B.

Budgetary-GAAP Reporting Reconciliation (Continued)

A reconciliation of revenues, expenditures, and fund balance between the accounting treatment
required by GAAP (Exhibit D), and budgetary requirements (Exhibit F), is as follows:

General Fund
Fund
Expenditures Balance

Balance, Budgetary Basis, Exhibit F-

June 30, 2006 $ 43,744,684 $ 4,098,720
Encumbrances outstanding at June 30, 2006

charged to budgetary expenditures (1,256,428) 1,256,428

Balance, GAAP Basis, Exhibit D - June 30, 2006 $ 42,488,256 $ 5,355,148

School Unrestricted Fund

Fund
Revenues Expenditures Balance
Balance, Budgetary Basis, Exhibit G-
June 30, 2006 $ 13,138,868 § 34,984,372 § 1,654,121
Encumbrances outstanding at June 30, 2006
charged to budgetary expenditures (60,503) 60,503
Teachers' retirement on-behalf payment 1,157,934 1,157,934

Balance, GAAP Basis, Exhibit D - June 30, 2006 $ 14296802 $ 36,081,803 $ 1,714,624

C.

Excess of Expenditures Over Appropriations

The legal level of control for which expenditures cannot exceed appropriations is at the category level
within a department. The table below shows the amounts by which certain municipal department
expenditures exceeded fiscal year 2006 appropriations (after approved transfers) and, where
applicable, actual 2006 revenues:

Expenditures in

Department excess of budget
Police department $ 433,773
General fund transfers to other funds 528,410
School unrestricted fund transfers to other funds 173,251

The School Restricted Fund includes the school lunch program, which has a deficit of $358,489 at
June 30, 2006, which will need to be funded with additional charges for services or by transfers.
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CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

Il STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY (CONTINUED)

D.

Donor Restricted Endowments

The City has received endowments for various purposes including beautification, eldetly care and care
for the poor. The amounts are reflected in net assets as restricted for endowments. Investment
income is approved for expenditure by the City Council and is included in unreserved fund balance.
Investment income, including appreciation of $823,606 is approved for disbursement by the City
Council.

Deficit Fund Balance

The State Grants Fund had a deficit fund balance of $272,217 as of June 30, 2006. This deficit will be
funded with additional state revenues or by transfers.

IV. DETAILED NOTES ON ALL FUNDS

A,

Cash and Investments

Cash and Cash Equivalents (Deposits)

As of June 30, 2006, the City had the following deposits:

Bank Carrying
Balance Amount
Cash $ 7216414 § 3,502,672 Bank Deposits
Money Market Funds 1,240,099 1,240,099 U.S. Treasuries AAA Rated
Repurchase Agreements 3,178,311 3,178,311 Mature July 1, 2006 and invested
In Federal Home Loan Mortgages
2a7 Investment Pool 2.832.660 2,832,660 Fully Collateralized
$ 14467484 9§ 10,753,742

Rhode Island Public Laws require that 100% of public deposits in a qualified public depository with
maturities greater than sixty (60) days are collateralized with either bank segregated assets, in a trust
department or in custodial accounts at a federal reserve bank or federal home loan bank. Further, any
institution not meeting certain federally prescribed minimum capital standards must insure deposits or
provide collateral regardless of maturities. The City Council further restricts deposits and short-term
investments (less than 3 months) to insured or collateralized cash accounts, U.S. Treasuries, debt
instruments issued by agencies of the U.S. Government or Certificates of Deposit less than or equal to
the amount covered by Federal Deposit Insurance Corporation (FDIC) limits. The City Council also
requires that certificates of deposits in excess of FDIC limits and any repurchase agreements are
collateralized in amounts of at least 102% of the market value of the deposit. The 2a7 Investment
pool is regulated and managed by the State of Rhode Island.
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EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

1V. DETAILED NOTES ON ALL FUNDS (CONTINUED)

A

Cash and Investments (Continued)

Cash and Cash Equivalents (Deposits) (continued)

Custodial credit risk is the risk that, in the event of a bank failure, the City’s deposits might not be
received. At June 30, 2006, the City’s deposits are not exposed to custodial risk since most of the
above deposits are collateralized at 102% with assets held either in trust or by a third party bank in
U.S. Government Agencies (FNMA) or Federal Home Loan Mortgages held in the City’s name, and
the remaining deposits are insured by FDIC.

Investments Other Than Fiduciary Funds and Permanent Funds

Investments (other than fiduciary funds listed separately) at June 30, 2006, consist of the following:

Weighted
Average Credit Risk
Investment Fype Amount Duration Rating
Money Market Funds $ 3,992,308 N/A AAA
(All collateralized)
Fixed Income Mutual Funds 510,006 6.2 BBB
Federal Home Loan Notes 599,514 7 days AAA
({Interest rate risk is slight due to short maturity date)
Certificates of Deposit*® 7,533,904 1.153 yrs. N/A

$12,635.732

*All insured by FDIC except for $436,000. Six certificates ($586,000) are callable, have step rate
increases and mature between 2009 and 2018; it is not assumed the certificates will be called
although it is likely. Weighted average maturity drops to .638 if those certificates are removed from
the pool. The City intends to hold all certificates until maturity, although they are subject to interest
rate risk in the event that they are sold prior to maturity.

The State of Rhode Island does not have any pertinent laws on investments that apply to
municipalities. The City Investment Policy requires that at least 90% of investments shall at any time
be invested in U.S. Treasury or Agency securities, top grade (AAA, AA and A or those with bond
insurance) municipal securities, certificates of deposit backed by collateral consisting of U.S.
‘Treasuries or Agencies or covered by FDIC or FSLIC insurance, and repurchase contracts backed by
collateral consisting of U.S. Treasuries or Agencies and delivered to the City or held by an
independent third party. The policy also allows for investment in uncollateralized Certificates of
Deposit of Rhode Island banks. The policy further resiricts investments with a maturity of greater
than one year to 10% of total investments or $2,000,000, whichever is lower. The City currently has
$1,933,000 invested in Certificates of Deposit, which have maturity dates of greater than one year.
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CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

1V. DETAILED NOTES ON ALL FUNDS (CONTINUED)

A.

Cash and Investments (Continued)

Fiduciary and Permanent Funds

The City Council and Charter grant authority to a five-member Trust and Investment Commission
(Commission) to manage fiduciary fund assets. The members are appointed by the City Council. The
fiduciary funds include the police pension plan assets, the fire pension plan assets, the OPEB Trust
assets, trust assets and scholarship assets. A separate investment policy exists as these assets are
invested for long-term growth and/or to meet specific funding targets. The policy identifies the asset
allocation plan and objectives developed by the Commission. The absolute objectives are to achieve
growth in the principal value of assets while maintaining-a level of stability and liquidity sufficient to
ensure the timely payment of obligations, and to achieve the target rate of return as defined by the
actuarial rate of return, currently 8.25% per year net of investment expenses, over a full market cycle
defined as 5 to 7 years. The policy is used to inform investment managers, consultants and custodians
of the Commission’s goals, objectives, and restrictions. The policy is also designed to identify and
mitigate performance risk. Investments are not restricted to any particular type of investment. The
investment managers are held to certain performance standards as compared to an appropriate national
index. The current asset allocation plan sets minimum, maximum and target percentages of assets.
Equity Large Cap is targeted at 38% of total assets, Fixed Income is targeted at 35%, International
Equity at 15%, Equity Mid Cap at 7% and Equity Small Cap at 5%. The Large Cap Value and Large
Cap Growth performances are benchmarked against the Russell 1000 Value and Russell 1000 Growth,
respectively. The Mid Cap performance is benchmarked against the Russell Mid Cap Index. The
Small Cap is compared to the Russell 2000 Growth, the International Equity to the MSCI EAFE and
the Fixed Income to the Lehman Brothers Aggregate. Further, the Commission instructs managers to
invest the equity portion of the portfolio so as to prevent the retumns from underperforming the equity
index in any three consecutive quarters. Af this point in time, most of the funds are invested in mutual
funds. In that case, the managers are subject to the mutual fund prospectus. The assets are rebalanced
quarterly as needed.

Fiduciary and Permanent Fund Investments include the following as of June :30, 2006:

Merrimac Treasury Plus Money Market  § 1,459 AAA rated Money Market Mutual Fund
Loomis Sayles Investor Tr Fixed Income 3,281,533 BBB with average effective duration 6.2

PIMCQ Total Return Fund 19,345,875 AAA with average effective duration 4.8
Western Asset Core Plus Bond Fund 3,190,073 AAA average effective duration 4.0
Fidelity Contrafund Inc. 9,791,538 Equity Mutual Fund - Large Cap Growth
John Hancock Classic Value Fund 1 11,399,300 Equity Mutual Fund - Large Cap Value
Shares Lucent Tech Ind WTS 945 Common Stock

First Eagle Overseas Fund — CL1 5,853,464 Equity Mutual Fund - International
Julius Baer International Equity Fund 5,986,688 Equity Mutual Fund - International
SSGA S&P MidCap Index SL CTF 5,392,784 Equity Mutual Fund - Mid Cap Fund
SSGA Russell 1000 GR S, CTF 7,970,270 Equity Mutual Fund - Large Cap Growth

Pier Capital Commingled Small Cap Gr 4,172,491 Equity Mutual Fund - Small Cap Growth
I-Shares Trust — Russell 2000 Index FD 24,245 Equity Mutual Fund

376,410,665
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IV. DETAILED NOTES ON ALL FUNDS (CONTINUED)
A. Cash and Investments (Continued)

Fiduciary and Permanent Funds (Continued)

All fixed income investments consisting of the above investments in Loomis Sayles, PIMCO and
Western Asset Core Plus are in mutual funds.

Custodial credit risk

Custodial credit risk is the risk that, in the event of the failure of the counterparty, the City will not be
able to recover the value of its investment or collateral securities that are in the possession of an
outside party. The following City investments are held by the counterparty’s trust department or agent
but not in the City’s name and therefore are subject to custodial credit risk,

AMOUNT

LESS SUBJECT TO

INSURED CUSTODIAL

TOTAL AMOUNTS CREDIT RISK
Equity nmutual funds ..o $ 50,590,780 $ 500,000 $ 50,090,780
Fixed income mutual funds....oeevvivervenens 23,137414 500,000 22,637,414
Commot StOCK ....oiiiviii e e e 945 945
TOTAL woviicvini s s eassesrens 3 73,729,139 § 1,000,000 $ 72.729.139

Component Units

Cash and Cash Equivalents

Libra

The Library assumes levels of custodial credit risk for its cash deposits and cash equivalents.
Custodial credit risk is the risk that, in the event of a bank failure, the Library’s deposits may not be
returned to it. Cash deposits and cash equivalents are exposed to credit risk if they are not covered by
depository insurance and the deposits are a} uncollateralized, b) collateralized with securities held by
the pledging financial institution, or ¢) collateralized with securities held by the pledging financial
institution’s trust department or agent but not in the Library’s name. The Library does not have a
deposit policy for custodial risk.

At June 30, 2006, $21,690 of the Library’s bank balances of $421,690 was uninsured and
uncollateralized.

Redevelopment Agency of Newport

The Redevelopment Agency of Newport’s cash deposits are held and managed by the City of Newport
on behalf of the Redevelopment Agency. The disclosure for cash and cash equivalents described
above for the City include all deposits held on behalf of the Redevelopment Agency.

47



EXHIBIT M

CITY OF NEWPORT, RHODE ISLAND
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

V. DETAILED NOTES ON ALL FUNDS (CONTINUED)

A,

Cash and Investments (Continued)
Investments

Library

The Library assumes levels of custodial credit risk for its investments. Custodial credit risk is the risk
that an issuer or other counterparty to an investment will not fulfill its obligations. The Library’s
Board of Directors restricts both the type and maturity of instruments in which Library assets may be
invested. Acceptable investments include certificates of deposit, debt instruments issued by the U.S.
Treasury and agencies of the federal government, or high-grade municipal securities.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment in a debt instrument. The Library does not have a policy as it related to interest rate risk.

At June 30, 20006, the Library’s investments consist of the following:

INVESTMENT MATURITIES (N YEARS)

TYPE OF FAIR LESS 1-5
INVESTMENT VALUE - NfA THAN 1 YEARS
Money Market Funds ........ $ 6,927 § 6,927 % $
Equity Mutual Funds.......... 386,267 386,267
Mutual Bond Funds ........... 31,723 31.723
TOTAL coovvrivrieveireirinirenne. 5424917  § 6927 § - $ 418,010

The Libraries investments in fixed income mutual funds and bond mutual finds had average ratings as
follows by Standard & Poor’s.

MONEY
BOND MARKET
MUTUAL MUTUAL
AVERAGE RATING FUNDS FUND
AAA $ 3723 $
TOTAL . §_ 31,723 $ 6927

Custodial credit risk - Custodial credit risk is the risk that, in the event of the failure of the
counterparty, the Library will not be able o recover the value of its investment or collateral securities
that are in the possession of an outside party. The following Library investments are held by the
counterparty’s trust department or agent but not in the City’s name and therefore are subject to
custodial credit risk.

AMOUNT

LESS SUBJECT TO

INSURED CUSTODIAL

TOTAL AMOUNTS CREDIT RISK
Equity mutual funds.......ccoovviniimninnn, $ 386,267 386,267 $ -
Mutual bond funds ........ccovecnrinnee 31,723 31,723 -
TOTAL...coovicvsmsriisninesnssecsninne 3 418,010 § 418,010 $ -
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EXHIBIT M

1V. DETAILED NOTES ON ALL FUNDS (CONTINUED)

B.

Receivables

At June 30, 2006, receivables, including the applicable allowances for doubtful accounts, are as

follows:

Governmental Activities

Taxes
Intergovernmental
Interest

Other

Notes/loans

Less allowance for
doubtiul accounts

Less current portion

Net long-tetm portion

Business-type Activities

User fees
Less allowance for
doubtful accounts

Other

Net receivables

COMMUNITY OTHER
DEVELOPMENT CAPITAL GOVERNMENTAL
GENERAL SCHOOL ACT PROJECTS FUNDS TOTAL
$ 2,942,201 h3 b § $ $ 2,942,201
389,421 96,057 274,978 473,384 1,247,284 2,481,124
2,221,498 366,234 30,429 2,618,161
471,371 25,947 497,318
2.488.690 539.673 3,028,363
6,024,491 96,057 3,129,902 473,384 1,843,333 11,567,167
{3.642,193) {1.959.564) (81329 (5.683.086)
2,382,208 96,057 1,170,338 473,384 1,762,004 5,884,081
2,382,908 96,057 395,155 473,384 1,308,278 4.655.172
3 = i - $ 775183 $ - £ 453726 § 1,228,909
OTHER
WATER W.p.C. ENTERPRISE
FUND FUND FUNDS TOTAL
$ 2,199,324 $ 1,950,111 $ 30,662 $ 4,180,097
(_225.000) (150,000} {__375.000%
1,974,324 1,800,111 30,662 3,805,097
14,599 14,599
$ 1,974,324 $ 1.814710 $§ 30,662 3 3819696
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1V. DETAILE